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GROWTH IN REAL GROSS D®IESTIC PRODUCT (GDPMOd- ]
erated in 1995 from very high rates at the end of 1994. 7
Growth totaled 1.4 percent over all of 1995, based on the. 1
new featured chain-weighted measure of rdaPGltis ex- ~
pected to sustain a modest expansionary pace that is consi
tentwith low inflation. ]

GDP grew at a very sluggish 0.5 pantrate in the first ]
half of 1995 before accelerating to 3.6 percent in the thirds_:
quarter, due to improved camser and investentspend- ]
ing. Business investment spending rose at a 5.2 percent 2 1
pace, while residential investment increased at a 9.2 percel
rate after declining in four previous quarters. 1

In the fourth quarter, growth slowed sharply to a 0.9 per-]
cent rate. Consumer spending moderated, andisiaws ]

Growth of Real GDP, Chain Weights

(Percent change, fourth quarter to fourth quarter)

occurred in industrial productioamploymentand housing -1

construdon. Federal purchases were cut sharply by the
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shutdown. Some boost to growth was provided by improve
ment in the deficit balance met exports, and by strong
equipment investment.

Inflation, as measured by the chain-weighted price index

for GDP, inceased at a 2.2 percent annual rate in the fourth

quarter, well below the 2.9 percent gain averaged during th
first half. Prices paid by U.S. residents, excluding those for
exports andncluding those for imports, rose at justa 2.0
percent rate, mainly due to lower oil prices.

Consumer and producer prices

Inflation reméned subdued as 1995 came to a close. The
consumer price index (CPI) rose by only 2.Ecpat during
the entire year, down fro&7 percent during both 1993
and 1994 and the second smallest increase since the mid-
1960’s; an oil price collapse in 1986 held amnsr price in-
flation to only 1.1 percent that year. Calntiting to the
favorable performance during 1995 were a 1r8q de-
cline in energy prices and a modest 2.1 percent rate of ad-
vance in foogrices. Core inflation, or the CPI less food

1995 from only 2.6 percent over all of 1994, but that had
been the smallest rise since 1965.

The producer price index (PPI) for finished goods rose by
.2 percent over the 12 months of 1995, up from increases
of 0.2 percent during 1993 and 1.7 percent for 1994. The
core finished goods index showed similarederation to
2.5 percent during 1995, but even that remains tpvite

The cost of compesating labor also shows no sign of
wage presses. The employment cost index (ECI) rose by
only 2.9 percent during 1995, the smallest increase for any
year going back to the early 1980’s, when the series first be-
came available.

Real disposable personal income and consumer spending

Real disposable (after tax) personal income grew at a
healthy rate in the fourth quarter of last year, almost match-
ing the 3-1/2 percent annual rate of increase in the third
quarter. Through all of 1995, real income grew by roughly

and energy, accelerated to a 3.0 percent annual rate during 2-1/2 percent, well above the 1 percent incread®®.

Consumer Prices*
(Percent change from a year earlier)
Excludingfood and energy

*Year tick marks correspond with June data.

Producer Prices*
(Percent change from a year earlier)
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While income maintained aestdy pace in thérfal
months 0fL995, real consumer spending moderated. Con-
sumption expenditures increased by almost 3 percent at an
annual rate in the third quarter, but well below that in the
fourth. Holiday sales were generally lackluster, but sales of
new cars anddht trucks were very strong in December.
Part of that strength was due to special dealer incentives,
however, and car sales dropped back sharply in January.

The share of after-tax income devoted to personal saving
averaged just under 5 percent in the fourth quarter and 4.4
percent over all of 1995. This compares with readings of
3.8 percentin 1994 and 4.5 percent®93.

Industrial production and capacity utilization

Growth of industrial production in manufacturing, min-
ing, and utilities slowed to only about 1 percent over the
course of 1995, after expanding by 6-1/2 percent during
1994. In January 1996, output fell by 0.6 perdeotn De-
cember, in part because severe winter storms shut down
many businesses.

The softer meket for motor vehicles and other consumer
goods has also put a crimp irtigity. Output of business
equipment, excluding autos and trucks, remaimsigtand
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continued to grow in January. Overall, production in Janu-
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percent for several months. This is well below levels at the

ary was at about the same level as it had been a year earliestart of 1994 and is quite low bysharical standards.

The sluggishness in industrial output has allowed the in-
dustrial capacity utilization rate to retreat from a 15-year
high of 85.1 percent reached in January 1995 to 81.9 per-
centin January 1996. This was the first time that the utiliza-
tion rate had dipped below its long-term average of 82.0
percent since Novemb#®93.

Employment and unemployment

Job growth slowed in 1995 after accelerating in 1994,
when employment growth as measured by the survey of
nonfarm establishmentseraged 294,000 a month, totaling
3-1/2 million new jobs over the entire year. In 1995, the
pace slowed to 146,000 a month.

Weakness in manufacturing has held down overall job
growth. Fatory jobs fell by253,000 between March and
November after steady gains since e&f94. The private

Nonfarm productivity and unit labor costs

Nonfarm productivity, or real output per workhour, rose
ata 1.4 percent annual rate in the third quarter, and by an
average of a 1.1 percent pace over the first three quarters of
1995. Productivity had risen 0.7 percent during 1994. The
latest figures are weaker than previously published because
they have been revised to incorporate an improveasure
of output,introduced recently in the GDP accounts. Produc-
tivity growth so far during the 1990’s has averaged a 1.0
percent annual rate on the new basis, the same as during the
1980’s, but down from 1.9 percent during the 1970’s and
2.9 percent during the 1960's.

Hourly compensation costs rose at a 4.3 percent annual
rate during the first three quarters of 1995, up from 2.9 per-
cent during 1994. As @sult, labor costs per unit of output

service-producing sector continued to add large numbers ofin the nonfarm sector accelerated a bit to a 3.1 percent pace

new jobs in 1995, but at a much slower pace than the year

during the first three quarters of 1995 from about 2 percent

before. Increases in this sector averaged 215,000 per monttduring1993 and 1994.

in 1994, but only 141,000 per month in 1995.
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Employment weakened in early 1996, but severdhveea
and the Federal Government shutdown may késterted
the results. Employment dropped 2§1,000 in January,

Productivity in manufaaring, a component of the non-
farm sector,@mains &ource of strength. Eory productiv-
ity was up at a 4.0 percent pace over the first three quarters
of 1995 and unit labor costsrtinued to fall for aecond
straight year.

Current account balance

The curentaccount balance is the most comprehensive
measure of U.S. inteational transaction3he curent ac-
count deficit has widened sharply since 1991, to $151 bil-
lion in 1994 and $162 billion at an annual rate in the first
three quarters of 1995. Much of this reflects the economic
recovery here which has been drawing in imports at a faster
pace than the rate of expansion in exports.

A larger merchandise trade deficit accounts for most of
the deterioradn, although that balance has been improving
since last summer. The merchandise trade deficit reached
$166 billion in 1994 and $188 billion at an annual rate
through the first 7 months of 1995, but fell back to a rate of
$160 billion from August through Nowmeer.

International trade in services shows a $63 billion surplus
at an annual rate through 11 months of 1995, a little better
than figures for the previous 3 years.

The balance on income payments, which incluadies-i
est, dividends, and m@ict investment income, shifted from a
surplus of $9 billion in 1993 todeficit of that same
amount in 1994, and increased further in the first three quar-
ters of 1995. Payents on foreign assets in the United
States increased much more sharply than receipts$n
assets abroad, as irgst ratesind profits rose in this coun-
try faster than they did overseas.

Exchange rate of the dollar

The dollar strengthened over the second half of 1995 and
on into 1996 after steady deteation beginning irarly
1994. Based on the Federal Reserve Board’s trade-weighted
index of the dollar against G-10 currencies, the dollar in-
creased by 5.4 percent since April, when it reached close to
an all-time low. The series started in 1967.

and the workweek was cut sharply. These losses may be re- Most of the deterioration in the dollaad been against

versed in later months.

After dipping to a recent low of 5.4 percent in February,
the unemployment rate has hovered between 5.5 and 5.8

the yen and the deutschemark, and the impneve: was
also greatest against these curren@esween April 1995
and January 1996, the dollar increased by 6.0 percent
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against the deutschemark and by more than 25 percent
against the yen.

points both the target for the Federal funds rate, to 5-1/2 per-
cent, and the discount rate, to 5.0 percent.

Despite the improvement, in January the dollar remained Net national saving and investment

more than 10 percent below its recent high of Janl@oy.

Many factors determine the level of exchange rates in inter-

national currency marke The large U.S. current account
deficit has likely phyed a role in the earlier downward
movement of the dollar. Undging economic fundamen-
tals in the United States remain sound, however.

Interest rates

Net national saving is the saving available for innestt
in the expansion of mtctures and equipment used)s.
workers. Depreciation to replace obsolete capital is in-
cluded in gross saving. In the first three quarters of 1995,
net national saving rose to 4.6 percent of ngbnal prod-
uct (NNP) from3.9 percentin 1994 and a post-World War
Il trough of 2.7 pecentin1992. Net saving hadraraged as

Long-term interest rates continued to decline through the high as 12 percent of NNP in the 1960’s.

end of 1995 and into 1996 as the pace of economic growth

moderated and inflation pressures remained logvy The
yield on the30-year Treasury bond dipped to about the 6

Gains over the past 3 years reflect the narrowing of the
Federal deficit, which has reduced Government dissaving to
1.7 percent of NNP so far in 1995 from 3.9 percentin 1992.

percent level at the end of 1995 and in January, but recentlyPrivate saving, of households and businesses, was equiva-

has moved back up to about 6.3 percent.
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Mortgage interest rates are extremely favoradging
below 7 percent in mid-February for a 30-year fixed-rate
conventional loan. This is very close to the 25-year lows

lent to 6.6 percent of NNP in the first three quarters of
1995, up only a littlédrom 6.4 percent in 1994, which was
the lowest on record. iRate sa&ing had averaged nearly 10
percent of NNP in the 1960’s and 1970’s.

Net domestic investment equaled 7.3 percent of NNP in
the first three quarters of 1995, up from lows just above 4
percentin 1991 and 1992. Foreign inflows accounted for
2.4 percent of NNP so far in 1995, or one-third of domestic
investment. U.S. sources provided inwesit equivalent to
4.9 percent of NNP, only half the shares of N&Nferaged
in the 1960's and 1970’s.

Housing

Housing activity leveled off towards the end of 1995 and
early in 1996. Sales of both new amxiséng homes eased
back through the fourth quarter from very high levels dur-
ing the summer months, and droppedHer in &nuary due
to the unusally severe winter weather across much of the
country.

New construction startsave also declined, patilarly
for single-family homes. As sales eased, builders were left
with a large inventory of unsold new homes on the market,
leading to some cutbacks in consttion. Construction of
multi-family housing, in comast, has remained fairly
steady.

Favorable mortgage rates should continue to support the
housing market, but it is unlikely there will be additional
large gains. The level of housing activity remains reason-
ably high and should hold at that pace in future months.

Federal budget deficit

In fiscal 1995, the Federal deficit fell to $164 billion.
That figurewas $39 billion lower than the $203 billion defi-
cit in fiscal1994 and $127 billion below the record $290
billion deficit in fiscal1992. The 3-year drop was the larg-
est in hisbry and the first such successive declines since the
Truman Administration.

Strong economic growth and passage of the Omnibus
Budget Reenciliation Act 0f1993 were responsible for the
improvament. Outlays rose by on8:7 percent in fiscal
1995, while reeipts epanded by 7.4 peent.The deficit
represented 2.3 percent of gross domestic product (GDP) in
fiscal1995, well below the 4.7 percent share $t4il1992
and the lowest in 16 years.

reached in October 1993, and compares with a rate of close Through the first 3 months of fiscal 1996, outlays have

to 9 percent a year ago.

Short-term interest ratésve &0 moved lowerThe Fed-
eral Reserve Board eased monetary policy in January for
thethird time in the currentycle, reducing by 25 basis

been well below a year earlieramly due to the Govemn-
ment shutdown and provisionssafme of the continuing
resolutions. Receipts habeen fairly strong, reflecting
growth in employment and in corporate profits.
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